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FCA finalises changes to the free float
requirements and accepts dual class share
structures on to the premium listing segment

Following the publication of the FCA’'s new SPAC regime (see The new UK SPAC regime - not following the
crowd), the FCA has now published final Listing Rules to change free float and minimum market
capitalisation requirements for companies on the Official List, and to enable companies with dual class
share structures secure a premium listing (PS21/22).

Most of these changes are very similar to the proposals made in the FCA’s initial consultation and apply
from 3 December 2024, with some transitional provisions. They do, however, represent another step
forward in addressing Lord Hill's recommendations in the UK Listing Review (see The UK listing review -
seizing the opportunity for reform?), forming part of the wider reform project which also includes
consultations by:

» the FCA on revising the listing segments (see UK Listing Review - FCA sets the stage for radical reform);

*  HM Treasury on reforming the UK's prospectus regime (see Reimagining the UK's prospectus regime - HM
Treasury publishes its consultation paper); and

* the UK Secondary Capital Raising Review on optimising the capital raising process for UK listed
companies (Call for Evidence).

Overview

The new Listing Rules seek to address issues with the existing regime that the FCA felt were more urgent and
did not impact the consultation on reform to the listing segments. The changes to the rules are:

« allowing dual class share structures ("“DCSS”) in the premium listing segment in certain limited
circumstances;

- reducing the free float (amount of shares an issuer must have in public hands) for premium and standard
listed companies from 25% to 109;

* increasing the minimum market capitalisation threshold for the premium and standard listing segments
for shares in companies (other than funds) from £700,000 to £30 million; and

* making minor changes to the Listing Rules, Disclosure Guidance and Transparency Rules and Prospectus
Regulation Rules to simplify and modernise them.

The FCA has decided not to make changes to track record requirements for premium listed companies at
this stage as there needs to be a wider review of this requirement.


https://www.simmons-simmons.com/en/publications/ckrz1yszt1p3r0a69mggt9i0e/the-new-uk-spac-regime-not-following-the-crowd
https://www.fca.org.uk/publication/policy/ps21-22.pdf
https://www.simmons-simmons.com/en/publications/cklwfo4pb2bl80961s41j30h8/the-uk-listing-review-seizing-the-opportunity-for-reform-
https://www.simmons-simmons.com/en/publications/ckrynowjl14bz0a40ybveykxd/uk-listing-review-fca-sets-the-stage-for-radical-reform
https://www.simmons-simmons.com/en/publications/ckrvzyekw1a1q0a80c0d96g8r/uk-prospectus-regime-review-reimagining-the-uk-s-prospectus-regime
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1024641/Call_for_Evidence_UK_Secondary_Capital_Raising_Review.pdf

Dual class share structures

A typical DCSS involves a company having two classes of shares, identical in all
respects, except for voting rights. One class of shares are ‘low vote’ shares,
carrying one vote per share, and another class of shares are ‘high vote’ shares,
typically carrying 10 or 20 votes per share. The high vote shares are typically
held by the founder (and potentially some or all other pre-IPO shareholders),
while the low vote shares are held by third-party investors on or after IPO.

The Listing Rules now allow companies with a DCSS to admit their ordinary
shares to the premium listing segment if their “specified weighted voting rights
shares” (i.e., high vote shares) meet the following conditions:

* maximum duration of five years;
* maximum weighted voting ratio of 20:1;

* must be held by directors of the company at the time of the IPO or
beneficiaries of such a director’s estate;

*  weighted voted rights can only apply to:
o avote on the removal of the holder as a director at any time;

o following a change of control*, on any matter put to the
shareholders to be decided at a general meeting, including those
required under the Listing Rules (to operate as a strong deterrent to
a takeover); and

* automatic conversion to ordinary premium listed shares on transfer to
anyone other than a beneficiary of the director’s estate.

The FCA has also amended LR 9.2.21R so that holders of specified weighted
voting rights shares are no longer precluded from exercising voting rights
attached to those shares on certain matters. Any participation in these votes
will, however, be on a ‘one share one vote’ basis, unless it is following a change
of control.

The FCA does not expect specified weighted voting rights shares to be listed. A
DCSS can only be put in place at the time shares are first admitted to the
premium listing segment.

The FCA has not amended the rules on controlling shareholders/independent
shareholders or the requirement that the listed company carries on an
independent business.

These changes do not apply to sovereign controlled commercial companies
(listed under LR 21), closed-ended investment funds (listed under LR 15) or
open-ended investment funds (listed under LR 16).

,simmons

simmons

* Change of control is defined as: (a) the acquisition by any person (other than the holder of a specified weighted voting share or any
person acting in concert with them) of an interest in shares carrying more than 509% of voting rights; (b) when a scheme of arrangement
under Part 26 of the Companies Act 2006 becomes effective; and (c) when a takeover offer under Part 28 of the Companies Act 2006

becomes unconditional in all respects
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Free float

Under the new rules, the free float (amount of shares an issuer must have in public hands) requirement for
both premium and standard equity share listings has been reduced from 25% to 10%. When combined with
the new minimum market capitalisation requirements (see below), this means companies must have a
minimum free float value of £3 million at IPO.

Shares continue to be considered only to be in public hands if they are held by shareholders who have less
than 5% of the total shareholding in a company. Shares held by the following persons also do not count
for free float purposes:

« directors and their connected persons;

« shareholders who have the right to nominate directors;

* trustees of company employee share schemes and pension funds; and
» shareholders whose shares are locked up for more than 180 days.

As a result of these changes, the previous ability for the FCA to modify the rules and accept a lower
percentage free float in certain circumstances has been removed and the FCA will now not accept a free
float lower than 10%. If a company is in breach of the 10% level, it must present a plan for returning to
compliance with the rule as soon as possible.

In its consultation paper, the FCA had mooted the proposal that issuers disclosed their free float on an
annual (or more frequent) basis. This requirement has not been included in the final rules.

Minimum market capitalisation (MMC)

The FCA has increased the MMC threshold for the premium and standard listing segments for shares in
companies (other than funds) from £700,000 to £30 million. This has been reduced from the £50 million
originally proposed due to the concerns raised in the feedback that the £50m threshold might be too high.

The new rule only applies to IPOs and is not a continuing obligation. The FCA has also introduced some
transitional provisions so that:

* any applicant that had already completed its submission for a listing eligibility review by 4pm on 2
December 2021 can still apply for listing based on a MMC of £700,000, if they do so by 2 June 2023;

» shell companies (including SPACs) already listed on 3 December 2021 can still make a listing application
after an acquisition based on a MMC of £700,000. This only applies if the submission for an eligibility
review for listing and a prospectus review are made to the FCA on or before 1 December 2023; and

« companies with existing classes of shares admitted to listing before 3 December 2021 (and that
continue to have at least one class of shares listed) can list additional classes of shares based on a
MMC of £700,000, which is not time-limited.

The aggregate market value of shares of a closed-ended investment fund or open-ended investment
company remains as at least £700,000. The MMC for debt listings remains at £200,000.



Timing
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The new rules came into force on 3 December 2021 other than certain minor changes which come into force

on 10 January 2022.

Observations

The new rules do open the door to companies that had previously been locked out from seeking admission
to the London Main Market, especially high-growth companies with founders who wished to retain control

and value upon IPO.

It remains to be seen how investors will respond to the changes and how market practice will develop. We
imagine that, on smaller IPOs, more focus will be given to the proposed free float and, in some
circumstances, there may be some concern over post-IPO liquidity if companies seek to list with no more
than 10%. Equally, we anticipate that investors will consider carefully any proposed IPO with a DCSS and it
may be that companies will not be able to take full advantage of the flexibility that the new rules allow.
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